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METHOD PASED ON MULTrPI.E SHARP mM BINATIQNS FOR OPTIMI7Wr; THE RETURN OF 

AN INVES TMENT PQRTFni TO 



BACKGROUND 

fPO^I The invenliion rplat-gs generally to methnri^ for manaoinQ in^/estment OQrtfnlin and 
more p9»t|<;g[ar(V to a method based nn mult-miP ^h ^ re combinat-lons and inte^^Pla^ft r | 
ShgrS variation price for OPtlmlzino ^ h e return nf an investment- p nrtfnijn, 

mmm ^rue behavior of the stock market, of a group of shares or of an.indivldual 

share, has proven to be random, dependant, unpredictable, Irrational and risky: 

£SSiSMfia2J a) Almost random: chance predominates, professional analysis only rarely 

produces better results than coin flipping. 

f9te4^[op4i b) Sometimes dependant: stocks' performances are not always 

independent of each other, when one goes up in response to some news, the others' 
chances of going up or down may be affected and tills in turn affects their joint volatility 
( see 3Qhn Alien Paulns, "A Mathem a tlr i an Plavs tlie Market". Allen l_ane. The Penguin 

Press. 2Q03)1flhn fliinn n-inlnr rnfnrnp^r, Cj qqt) . 

mmasi c) often unpredictable: even the owner of a company cannot be sure 

about what Is going to happen tomonrow with his company and its share price, how could 
external people know, be It experts or analysts? Indications like past earnings are no 
help in predicting future growth. 

f^^VOQ^ i d) Occasionally irrational: every stock can only be worth the value of the 

cash flow It is able to earn for the benefit of investors (B urton Molldol, rcfcrGncc § 

Oetsee Burton G. Mf^lkiel "A Random Walk down Wall SrrP^ r. W.W. Norl-nn & Comnanv 

Inc. 2Q03 ). But stock prices fluctuate more than the long term fundamentals of a 
corporation, they clearly overreact temporarily to market forces, news and noise (Rebert 
Shiiior, rcfcrcnco 5 007see John Y. Campbell St R obert J. ShUler. "Vahi^Hnn Ratios anri 
the Lonq-Rup StocK l^arket Oiitlnnk" naner written in l u iv 1997. based on the anth nry' 
testimony bef ore the Bo ard of Gov e rnors of the Federal Rp'serve System December ^, 

mmasm e) Always risky: the higher the return, the higher the risk, and high risk 

means that the return may not materialize or may even turn into a loss (Paul Jorlon, 
4see Paul Jorion. "Investing In a Po st-Enrnn Vtfnrld". IMcGraw Hill. 2003^ : 



_To beat the market, different categories of investors are using quite 



opposite strategies: 

fundamentalists versus chartists 
- sell winner buy loser versus buy winner sell looser 
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- long term buy and hold versus instant trade 

but neither theory seems to be right or wrong and, due to randomness, today's winners 
are tomorrow losers and vice versa. 

taSiaLQQa) ^Ihe records of all categories of professional Investors have been studied 

and, as indicated by Malklel (rcfG ro nce ^Bij, no sizeable differences in performance of 
common stoci< portfolios exist, nor has their performance as a group been any better 
than of a broad-based market Index, 

KW»{QQIQ] — Simply picking and holding stocl<s and Investing in a broad market index Is 
a strategy that is hard to beat. Unless the Investor or the professional portfolio manager 
disposes of a system that consistently acts within a chosen strategy and according a 
chosen pattern, while neutralizing the effect of randomness, dependency, 
unpredictability, Irrationality and riskiness, 

fms^Wu] — Some strategies have tried to detect joint volatility between stocks and 
use such correlation to improve performance. If a few were able to generate sufficient 
excess return over a given period of time, like pair trading ( Wi lli am C ee tsmonn, 
rcfcrcnCG tj QQBsee Evan G. Gatev . William N. Goetzmann and K.Geert Rouwenhorst. 
'Pairs Tradi ng: performance of a relative value arbitrage rule". Yale School of 
Management, draft February 27. TQQQ), all depended on finding closely negatively 
correlated pairs of shares. Again, as this Is based on historical price evolutions, the use of 
It for future decision taking eventually turns out to be useless, 

SUMMARY OF THE INVglSITTOM 

Wfflrooi2i — ^The present invention discloses a methodoloov method that does not 
require the markets or stocks to be always logic. Independent, predictable and rational. 
While trying to neutralize these market forces systematically, the mctho d ol oov -method 
can Improve over time the return of a portfolio, as compared to a pure random walk, a 
buy-and-hold strategy or a broad market index. 

WQ^foP^I — ^The disclosed methedeleev — method furthermore based on a 
fundamentalist view for stock selection, a buy and hold strategy, a buy low and sell high 
tactic, a risk adverse approach with a diversified portfolio and build In limits and stops. 
The mcthodo l ogy - m ettiQdLlncludes a mechanism that creates a situation of multiple share 
combinations, traces their actual correlation, and initiates selling and buying. In order to 
exponentially increase the numbers of shares held and, eventually, their value. There Is 
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no such system in the market that applies this new mcthodoloov method and its 
mechanism. 

f^9atifODi4i — The ffi€thode*e§r-meauzd_can be used by different players under different 
circumstances: 

''^^fP"^'^^ — - 'n parallel with existing, traditional techniques by professionals involved 
In money-management (funds, investment bankers, brokerage houses); ■ 
f^^fWm — - by private Investors, to Increase assets and Improve performance, under 
disclosed circumstances; 

f^9W\mn — - the disclosed m othodologv method is also to be used fpr further 

development of an automatic on-line Instrument for portfolio management; 
imsimm — - it can also be used for research by universities, to examine the effect of 
the disclosed concept in its different variants on performance, or as a model to examine 
correlation between different stocks. 
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SUMMARY OF THE INV C NTION 



Him\Jm9] — The system consists of tracking a selected number of publicly traded 
stocks, In order to sell and buy these stocks, in function of their inter-related price 
evolution. As soon as a given stock attains a relative price difference of a predefined level 
with another stock, shares of the two stocks are reversed buy selling a portion of the 
shares that rose to buy the shares that fell. 



Wg2f?f00?(?l — As stock prices can fluctuate 1-3 % each day and 3-10 % every week, 
leveraging these fluctuations as outlined may Improve the return. By exchanging 
systematically expensive shares for cheaper shares, the number of shares will Increase 
and also, oyer time the value of the portfolio, as compared to a classic buy-and-hold or 
stock picking approach. 



^^^fP"^" — In the different versions used for testing, the portfolios comprised from 4 
up to 12 different stocks and half of the shares were sold against each other, each time 
the relative price difference attained 15%, for example. Minimum and maximum $ (or 
Euro) amounts were defined to be held in each stock in order to maintain a plausible risk 
diversification. 



90221 — The methods and formulas employed by the system were developed 
through years of observation, Investing, research, analysis and evaluation by the 
Inventor, as a professional finance executive. Recently, testing over a number of years 
tend to confirm the validity of the system. The testing covers periods of 3 up to 20 years 
{bebween 1983 and part of 2003) with various trading Intervals of one day, a week and a 
month. Portfolios were either existing or constituted with shares chosen randomly. An 
excess return was generated in the majority of the years (7 out of 10) and the average 
ranged between 5 and 25%, with exceptionally yearly extremes of -39% and +51%. 
Detailed results and documentation of these tests can be provided on request, 

f^^f^n^ i — By systematically leveraging the price fluctuations, the system is able to 
Increase the value of the assets under management. Apart from improving the return, 
other advantages of this approach can be Identified as follows: 

f^M<^024^ — a) Return is generated without watching continuously the ticker, as 
opposed to dally trading, 

f^^m^^] — b) The time span can be adapted to someone's agenda or life style; buy 
and sell orders can be executed daily, two-daily, weekly or more, or depending on the 
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volatility of the markets; testing has shown that weel<ly observing and trading is 
sufficient to benefit from the process. 

Km\m 2 i] — c) Decisions are generated by a process with embedded rules, avoiding 
desperate, disparate and emotional behavior of Investors or money managers, especially 

in turbulent times. 

W»HrQ027] — d) The process is disciplined in a form of buying low and selling high, a 
courageous attitude tliat benefits but Is difficult to apply. 

tfiSiaL0D2fii_e) The strategy is not build on hazardous or uncontroiiable events iilce 
extrapolations, projections, news or noise. Applying the rules of the system avoids 
temptation to throw money away at speculations on stocks or risky techniques like 
margin trading. 

fmms231 — f) While preparing for higher return, risk Is contained through generating 
limits and consequent stops; in other words, the higher return Is not achieved through 
higher risk. 

f^^^oom — g) The system can be applied on an existing portfolio or on a new one, or 
the portfolio can be gradually constituted while initiating the process. 
^^^fW3;l — h) When constituted, not all shares of ttie new portfolio are acquired at 
once but gradually, in line with the buy-cheap approach. 

£SS3aUflfi323_l) The process Is a self-financing one, as soon as the portfolio is 
constituted. 

f^^imj] — J) It can be tailored to each specific situation and can serve both 
professional and private Investors, fundamentalists or technicians, big and small 
portfolios of ail kinds. 

f994^rQP3t1 — k) It can be a complementary Instrument for the professional money 
manager, who must dispose of various means in Its efforts to beat the market. 

foo4aifQP353 — Like in any process, there are also weaknesses, depending on the user 
(private or professional investor) as highlighted hereafter: 

W9^fop3^1 — a) Investing in individual stocks Is always risky, whatever method used, as 
there Is an extremely large part of chance involved. 

mmOQV] — b) Good stock picking and diversification remain crucial (the system can 
earn excess return with bad stocks, but the total return Is of course determined by the 
stocks selected). 

f^9^Wm — c) No one person can consistently achieve better overall results than the 
market and a system that enables so would be quickly wiped out, according the theory of 
Burton Malkiel ( roforcnco q OOlsee Burton a. ^^ }\^\^ [. "a Random Walk down Wal| 
Street", W.W. Norton & Comoanv Tnr. ?m-i\ and other observers. 
fg9^roQ39i — d) There is no Immediate return, only after a given time span; return can 
be initially and temporarily negative, as falling stocks are exchanged for rising stocks 
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(although random, trends continue for a while on the stock market: stocks that are rising 
keep on rising, stocks that are felling keep on falling and stocks at rest remain at rest). 
mmfmn — e) Final decisions to sell or buy remain with the user and they can vary 
from the system's indicator, thus influencing the return. Buy and sell tactics remain 
Important and influence the return, or can lead to lost opportunities (for example put 
buy/sell orders at market price or with a limit; or timing constrains, for example when 
you have to sell a stock before being allowed to buy another one). 
mmw\l^ — f) Transaction costs need to be closely monitored: although rates are 
becoming very low, the number of transactions can grow fast. Some countries apply a 
stock exchange tax, often a small fraction of a percentage, but transaction amounts add 
up quickly. 

WWI[QP42I — g) Taxes can influence the net retum. 

WgSWfOQ43] — h) Learning curve; the practical application requires a period of learning, to 
get acquainted with the different phases and subparts of the process. 

— •) The disclosed specific embodiment is in excel program, ready to use but 
off-line and semi-manual; a fully automatic and on-line program will only be available 
after protection, development and alliance with specialized partners. 

H>WjHr.0P45] — ^The invention can be practiced in the following ways: 

Wffit^f0O46| — - Manually: simply applying the disclosed concept, process and formulas 

(small portfolios). 

f^^\W7] — - Semi-automated: applying the disclosed concept, process, and formulas, 
using the disclosed l^lcrosoft Excel spreadsheets, as described In the specific 
embodiments. 

ffl9$y|fqo4pi — - Fully automated: upgrading the spreadsheet version with an automatic 
self correcting and monitoring program. 

foo^mw] — - On line: develop the disclosed application for connecting with internet 
applications for all inputs (securities In real time, stock prices, stock screener) and 
outputs (execute trades automatically). 

FeCTWSQ ] — Fully automated and on-line applications of the disclosed process can be 
developed, once protection for the invention has been granted. These future 
developments are as such not taken up In the specification, but protection of the rights 
for further development is claimed. 

WCTqgstl — If the size of the portfolio can vary and heis no limits, it should start from a 
minimum number of shares and a minimum investment amount per stock. Taking Into 
account diversification and transaction costs, a minimum of 4 or 6 shares and $ 30 000 
per share would be an absolute required minimum. 
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ms9\m^r\ — (In the case of Individual Investors with more limited resources, a solution 
of portfolio sharing can be set up to overcome these limits. This kind of shared 
application could be used In an investment club.) 



ffiQ^fOQSU — ^The process Includes tilg^different steps of 

- Selecting companies 

- Fixing variables 

- Building in checks, limits and stops 

- Tracing prices 

- Calculating price differentials 

- Executing trade, orders, partial orders 

- Adapting share quantities 

- Analyzing variances 

- Measuring return and excess return 

- Calculating transaction costs 



feefeHrQQ541 — These different phases, together with the underlying argumentation and 
details of the methodology, wfl^ eare described in the detailed description nf ^hP 
invention gpcciflGd undor the following headings^ 

- BoGic princlplcfl with simpl i fied cxamplcG, in g 0065 a 0002 

- MothcmotJcG and financioio, in § 00Q3 5 00111 on d-RGrg 
H=»ertfeHoHrnafw§ement-wlth-defeaHe 

0 0125 and i nciudln y 

Portfolio manogcmcnt progrom, in § 00110 and FIC. - 3 

Varloncc onoIyGis, In § 001 ao 5 00124, wit-h 

[ — VorioncGG per typo in 5 00120 and riC,4 

— Var i ance oummory in § - 00121 ond FIG. S 

Variances per sto ek- in § 00122 on d-FI€T-6 

Transaction costo, In § 00123 and FIG>7 

Additional program for -sfeeek-sei cct i on, in § -0 0126 5 001 3 ^ and ric. 0 



and all this Gummorized under riG.l 
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BRIEF DESCRIPTION OF THE DRAWINGS 

tSigaoBOSSL—The fellewwig-flqures or the drawings are peffe-ef-t-he-^referred to in the 
detailed spedflcationjvhjdijQlio^ 

Rg._l illustrates schematically some of the p Process steps of the metho d of the 
InventionT -sehe dulQ summorizing the different porta covered by the m e thodology method 

Flg,_2 Is a computer spreadsheet lllustratinQ the mM athematics and finandals model 
according to the invention ^theoretical calculations and formulas)! ^ 
Flg,_3 to 7 is a com puter spreadsheet illustrating the pPortfollo management program 
that includes fexce i-s p r-eadsheet-fBeltidtra-all steps and formulas of the core process) 

F»§t4— ^Variance analysis per type ( port of — a=t e pr i or exeeh-spFeedsh eet - o p p l y i ng 

fe tecomorlsina - formulas for detailed variance calculation)j_y 

Fig>5 V ariance analysis summary ( port of the - prior qxcq I sprood shee^ummarizing the 
variances) , v 

F i g. 6 V ariance analysis per stocl< (paf t of the prior exce l sprGodshcet, d etailing the 
variances for each stocl<) and t 

Fig. 7 T ransaction costs ( port of the prior cxccr sprcQ dshee^calculatlng transaction costs)i 
and-r 

Fig. 8 is a compute r spreadsheet Illustrating an aAddltlonal program for stock selection 
(exeel sp r c od s h oo t with stock selection criteria)^ 
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DETAILED DESCRIPTION OF THE INVENTION 



fW63^roosfii — Before explaining in detail the disclosed embodiment of the invention, it 
has to be stated that the Invention In not limited in its application to the details of the 
specific enclosed descriptions, since the Invention is capable of other embodiments. Also, 
the terminology and symbols used In the description are for the purpose of description 
and not of limitation. 

i^^^m^l] — The detailed description uses a specific embodimeni: of the methodology. 
Starting from there, due to the many variables and their possible combinations, an 
almost unlimited number of variants can be worl<ed out, thus enabling to adapt the 
specific embodiment to each particular situation. A ce rt o i n nu mbe r-ef-bfiasic variants 
have been identified In th e detailed descriptionig iniHni p ■ ^^nn^ nnhmi^rinn [net 5 0077 j 
699*). Other possible variants, departing from the standard concept and using the 
disclosed basic process, argwW also be-eteifned-te-fall _mth_Itl£_S£SEg_efundej--the 
protection_QLthe ap pendina claims . 



I0Q58] — ^The invention embodies a process for investing that operates as illustrated 
by the following, simplified example: 

WWWIPQggI — ^Track two good, fairly priced companies A and B. As soon as one of both 
stocks falls against the other, (whatever the absolute price or market evolution be), start 
with buying the falling stock-fa^ittle^entFar-iaftrfeot-feHe-focus is on otoclts to lost7-see-paf 
00127 00120) . Assume A falls 20% against B, thus you buy A. Then the price can go 
either way: sithficef A fells again 20% compared to B and you increase your holdings In 
A, or A bounces back 20% as compared to B and you start buying B. After that, continue 
the action by each time selling half of what you already own in the rising stock, to buy 
the cheaper one. This can happen several times In a round and you repeat the acOon 
until one of the stocks reaches a trading iimity gcg § 0060-&Q7Q. 

mmweoi — As soon as you eant-cajUbuy A or B anymore, start buying instead a third 
stock C and continue the action by combining the three stocks A, B and C. This gives you 
now three possible combinations (A-B, A-C, B-C) instead of just one (A-B). As you 
Increase the number of companies, you will not only diversify the risk but you also 
prepare for higher return. As you own more different stocks, the number of potential 
transactions will Increase exponentially. There Is no limitation for the number of 
companies to be held, as long as it remains manage-able. Investing In 4 different 
companies will offer 6 combinations, Investing in 5 companies give 10 combinations, 8 
companies give 28 combinations, 12 companies give 66 combinations, investing In 30 
different companies will give 435 combinations, etc: 

SU — N= C (C-l)/2 with C = number of companies 
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N a possible combinations 



mmm^-\ The trading goes on until you reach a maximum amount that you are 
willing to Invest in one stock, to piay It safer. Put also a lower amount in order to limit 
transaction cost to less than a fraction of 1%. Those build in limits are also important for 
self-correction and avoid unreasonably heavy Investing In just one or a few stocks, 
especfaily in times of high volatility. 

£fifi2SimQ63j__Invested amounts and upper/lower limits should take Into consideration the 
transaction costs. Price fluctuation % should be based on practical experience of a type 
of industry and stock market; the % should neither be too low (Increases the number of 
transactions but also the costs) or too high (Increases the gains per transaction but can 
limit the number of transactions). 

WW-t^fOQMl— T he process can also be initiated for an existing portfolio of shares. You can 
adapt gradually the mix and number of shares you own to the prerequisites of the 
method. When creating a new portfolio, you can also start buying gradually those stocks 
that decreased relatively to the others. 

^^^^""^"^J — own healthy companies which in the longer run create value for the 
shareholder, exploiting methodically their interrelated price fluctuations will gradually 
increase the number of shares owned In each company. The choice of the companies can 
be left to each investor's conviction or temperament, but as the system works to 
gradually create return over time, the portfolio should comprise a majority of correctly 
priced, value creating companles--(see-more-e<i-^ek-^i€kiflg-^rta-^fh-§^ 
66*39). The reason for using good stocks seems evident: If a stock that you Initially paid 
100 Is still worth 100 over time, your assets will be worth 100 plus the fruit of the 
system (increased number of stocks held); if over time the stock Is worth 150. your 
assets; Will be in excess of 150 due to the fruit of the system; If however the stock had 
gone down to 50, your assets would be more than 50, but lower than the initial 
investment of 100, if the excess return of the method doesn't cover the gap. 

£9fi2ai£IiQfia_The following is another simplified example and goes for an existing 
portfolio (as opposed to the first example, where the portfolio still had to be constituted): 
fflWirg0fi71 When you own 100 shares of A at $1 and 100 shares of B at $i and after a 
while A is still at $1 and B at £1.20, you are going to sell half of B or 50 shares to buy 60 
shares of A. You haven't gained a lot yet with your action (only the market value of B 
Increased, but wait, it will go down again). But you own anyway 210 shares in total or 
5% more (160 in A and 50 in B). Then B falls back to $1 while A still didnt move, you 
sell half or 80 shares of A to buy 80 shares of B, at that moment you not only have 5% 
more shares (80 in A and 130 in B) but you also own 5% more in value, although both 
stocks are still at $1. You simply exploited the price differential. Instead of just buying 



u 

and then do nothing but wait and see the shares fluctuate. You can do this over and over 
again with more and more shares. 

fWaroo^Q] According the financial mathematical logic, your holdings increase 

gradually, always remembering that It cannot prevent fpom-crashes or unexpected hectic 
fluctuations, which inevitably will occur (the packages of shares you accumulated become 
worthless if their share prices drop to zero). But remember we try to Invest in "good" 
shares, diversify and put limits, 

{■^mmmi — IMow, if you restart: the former example with stock B going down to $0.8333 
instead of going up, then you would have sold half or 50 shares of A wort:h 60' shares of 
B, The maricet fell and so did you (be patient, it will go up again), but you Increased the 
number of shares. When B bounces back to Its level of $1 and you sell half of B for A, 
you own again 210 shares, Instead of the 200 shares you started with. The finality is the 
same, although the intermediate circumstances are quite different. In the first example 
you realize a higher (reinvested) capital gain, whereas In the second example you start 
with a capital loss followed by a capital gain (and In fact you realize a smaller capital gain 
to own cheaper shares, but more on that late r> scq § 00120 ). 

|^o^}roQ70] ^The method can be applied for an unlimited number of combinations: 

tfQ?tfff 00711 — a) The number of stocks can be different and also the investment amounts, 
spread equally or differently per stock. 

f^^\QQ72] — b) The portfolio can be continuous or re-balanced periodically, for example 
once every year or every two years, in order to correct too high concentration and 
redress diversification. 

W8ffloq73i — ^c) Different types of stocks can be used (big cap, small cap, international, 
low P/E, low D/E, pricing, mixture, etc.). 

FQ0B-HroQ74i — d) The type of portfolio (diversified, sectored, international, pairs of stocks, 
cash portion). 

F Q9 ^aroo75i — e) The way of constituting the portfolio (existing, gradual build up, capital 
gain not or partly reinvested). 

fe9^fQ07&1 — f) The price differential percentage may be scaled, for example 15-10-5% 
for descending quantities, 

mwm77] — g) The portion of shares to be sold can vary (for example, sell Va, sell half, 
%, or all), their combinations (sell all until half of the stocks are sold out, then sell half). 
W^fPP7s1 — h) Different ways to define minimum and maximum limits that can be 
invested In one single stock (dollar amount, number of shares, portion of total portfolio, 
weighted) 

f^^rPQ79l I) Include alerts for not trading (for example stop buying a stock that 

suddenly falls heavily, indications that something serious is going on). 
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foea^rooso) 1 ) Include stop-losses (divest a stock completely and replace It by another 
one, as soon as It has fallen more than a given percentage). 

£Sflaa}Uffifiy!J_k) cash movements and cash positioning in line with market Index 

(contrarian like the shares). 

fGQ894roo82] I) Trading period (daily, weekly, a/o.) 

£fiS3gl£fiQaaj_m) Warm up period to get initiated; like starting daily and then go weekly. 
WQ9-i4r 00841 n) Portfolios shared between different investors in order to get the greater 
scale effect. 

r-QQQ3-]fOQ85i Once you have opted for a major alternative, its better to stick^wlth It as 
the benefit comes ultimately from consistency, unless market conditions require an 
adapted strategy (like reasons to deselect a stock, revise the limits for better 
workability). Each alternative can give a different return and sometimes combinations of 
several variants can give Interesting opportunities (research and simulation can be done 
using an historical portfolio, randomly chosen stocks or theoretical portfolio and index). 

ffiiSffltQQSfiL_The following part explains first the combined mathematics and financlals 
of the system. The spreadsheet reproduced in FIG._2 illustrates how an excess return Is 
theoretically realized, integrating the following variables of the formula : 

- Number of stocks 

- Initial Investment amount per stock 

- Number of combinations 

- Price differential 

- Limits per stock 

- Portion sold 

- Average return per strike 

- Number of strikes per year 

- Success factor 

- Transaction costs 

fQQ944r 00871 First some practical observations about these variables as shown In Flo. 1 ^ 
before going to the theoretical formulas. 

£@09atQosa_a) Number of stocks: although the number of stocks can be unlimited, a 
too high number could increase the degree of complication and affect the theoretical 
return; also, transaction costs could increase to a level that does not justify the 
Investment anymore (but these are considerations dictated more by prudent logic than 
by extended research on this subject); less than 6 companies would also limit the level of 
expected return as the number of strikes could be limited, but depending on the relative 
volatility of the chosen stocks. 
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K>g9^fopg?l b) Initial Investment amount per stock: should be relevant {from $ 30 000 

on) to enable sufficient transactions at acceptable low cost percentage. An amount 
smaller than $ 30 000 per stock can quickly lead to blockage: selling twice half of the 
stock leaves you with $ 7 500, relative transaction costs increasing accordingly. 
£@fiSZi£QQSfi] — c) Number of combinations: Initially depending on the number of shares 
and the time span, but Influenced by 

- The price differential 

- Limits per stock 

- The relative and combined volatility, Influencing the number of strikes per year 

- And practical implications 

f^gg^fQ09»1 — d) The price differential should be set sufficiently high, as the purpose is 
not to trade dally, but to swap a combination once or twice a year with a consistent gain. 
Observations show that stock prices can fluctuate 1-3 % each day and 3-10 % each 
week, meaning that with a combination of several stocks a 10 or 15% price differential is 
an attainable trigger target, which can occur several times a year for a given pair of 
stocks. The function of the price differential % that commands the sell and buy actions is 
crucial for the system. A stock price that Is moving upwards or downwards tends to keep 
on moving In that same direction for a while, whereas a stock at rest tends to remain at 
rest. Therefore, an adequate differential % will increase both the number of transactions 
and the profit. Also, to keep the system working and to avoid Inaction, when a stock 
keeps rising and rising, or falling and falling, the measurement of the differential % must 
aJways be reinitiated, each time that the limit % has been reached (see-deteHs-e^^ 
mechanism in g OOllO as detailed herein aft-g»r ). 

We9WfQD9?l — ^e) Limits per stock: the minimum and maximum amount that can be held 
in one stock (depending on the Initial investment amount, for example divided by 4 and 
multiplied by 3 and depending also on the portion that you are going to sell, namely 
1/2). 

WWIfoo93i_f) The portion sold may be different from 50%, between say 10% and 
100% and can be affected by the limits of the outstanding quantities. But selling half up 
to preset limits, as a rule, is the best feasible way to combine return and safety, while 
not concentrating a too high portion of the Investment in just one or a few shares. Selling 
half has been used for all applications and testing. 

£fifiMH£QQaiL_g) Average return per strike: needs to be considered relative to the total 
investment; thus, one strike at 20% price difference and selling half, gives a 5% return 
In a portfolio with 2 different stocks, as wes-explalned In the exomolG I n g 0Q73 above 
given gx^mple; the same strike has a return of 3,33% for a portfolio with 3 shares, a 
return of 2.5% with 4 shares, etc. 

pg . ^9^roo?5j h) Number of strikes per year: depending on the number of stocks 
following the formula affflewged-4fi"S-Q967-Q08 8Qiven above r 
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N= C (C-l)/2 with C = number of companies 
N = possible combinations 
and the frequency of occurrence (F), in the testing covering a period of 20 years, 
between 1 and 5 stril<es a year occurred for a price differential of 15% (the model in FIG. 
2 tal<es a more conservative occurrence of only 1 and 2 strikes). The number of stril<es 
per year Is then: 

F*C(C-l)/2 orF*N 

££lKSamQ9§l_f) Success factor: a calculated, theoretical number of strikes will be further 
reduced by practical implications, which are difficult to quantify. Situations occur where 
the projected trade cannot go through: 

- Sold out or fully loaded (too few shares to sell or too many shares to buy further) 

- Incompatibility: sell stocks X for Y and Y for Z will end up in only selling only stock X for 
Z 

- Timing: if you need to sell a stock before you can buy another one, opportunities can 

be missed 

£fie4Samc22]__It was also observed that the success factor could decrease with the 
number of stocks, which sounds logic, as the degree of complication Is greater. Over a 
test period of 20 years, the average success factor was 0.58, 0.47 and 0.38 for 
respectively 4, 6 and 8 stock; but the observations are a too limited to draw conclusions 
on proportionality. Therefore, the financial spreadsheet of Fig._2 slmplifles and applies 
0.4 straightforward, knowing that more refining could be achieved by applying a 
descending factor with a higher number of stocks. 

£eaiSSllQosai_The excess return, before transaction costs, is then the number of 
executed strikes multiplied by the gain per strike, calculated as follows: 
P/(C*2) * S * F * N 
with P = % price differential 
C = number of stocks 
S = success factor 
F = frequency of occurrence 
N = number of combinations 

iflSiaaifiSaSLj) Transaction and other costs: depending on the type of intermediate, 
broker and stock exchange; the financial spreadsheet applies conservative rates, which 
can surely be reduced. A fixed amount of $29.95 Is applied for each sell order and each 
buy order, and a stock exchange tax of 0.17% Is added on each transaction amount, as 
is legally required in some European countries. Taxes from capital gains or losses are 
ignored for the calculation, but the portfolio management program (sec § 00120) can 
provide the tax basis. 
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Efifl4fi2MfioifiQL.Each of these variables and their underlying components are explained with 
the help of the excel spreadsheet: (FIG.^2) 

(Column A): each line Indicates the number of stocks in portfolio, ranging theoretically 
from 2 up to 1000; for example, line 10 is for 6 stocks, which Is also the line used to 
explain the following columns and formulas. 
(Column B) 
=:+A10*(A10-l)/2 

applies the formula given above cxD j alncd in S 00102 to calculate the number of possible 
combinations, depending on the number of stocks in portfolio, assuming one strike per 
combination per year (cell B2), 

However, the number of fruitful combinations per year will also depend on the frequency 
of occurring, which can be zero, a half, one, twice etc. The outcome of the formula is 
therefore readjusted In column C. 
(Column C) 
=+B10*C$2 

For a number of strikes different from 1, the desired number is entered in cell C2, 
namely 2 In the example, and the outcome of the formula in column B is multiplied by 
the chosen number. 
(Column D) 

=+D$3/2/$A10*D$4*B10 

calculates the gross excess return, multiplying the number of combinations per year by 
the average return of one combination (or price differential percentage of cell D3 divided 
by 2, half of the shares being sold); column D supposes 1 strike per year per 
combination; the outcome is adjusted for a success factor (0.4 indicated In cell D4) which 
can theoretically be equal to one, but in practice lower than one, knowing that in practice 
a series of combinations will not come through, for different reasons explained m-§ 
0Q103 aboye (limit amount attained, multiple choices, distortion and timing between sell 
and buy orders, practical complications). 
(Column E) 

=+E$3/2/$A10*E$4*C10 

calculates the gross excess return as in column D, but for a different average return and 
for a different number of strikes. 
(Column F) 

=+((B10*2*29,95+$B$l*B10*2*G,17%)/($B$l*$A10))*(D$4+(l-D$4)/2) 
calculates a conservative amount for transaction costs for the gross return of column D, 
applying the rates Gxpia i nod in § OOlo eafaoye 
(Column G) 

=+((C10*2*29,95+$B$l*G10*2*0,17%)/($B$l*$A10))*(E$4+(l-E$4)/2) 
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idem as before, applied to column E 

(Column H and I) 

=+D10-F10 

=+E10-G10 

calculates the net return by deducting transaction costs from gross return for the 
appropriate column. 

Mfttawrooion Let's see the outcome of the former for a portfolio comprising six stocks 
(line 10), namely 15 combinations a year for 1 strike (column 2) and 30 combinations for 
2 strikes (column 3). Applying the 0.4 success factor, assuming 1 strike and a 15% price 
spread, the excess return will be 7.5% (column 4) or 6.56% net (column?). For a 10% 
price spread and assuming 2 strikes, with the same 0.4 success factor, the excess return 
will be 10% (column 5) or 8.11 net (column 7). 

Mmrooi02i Now some words of caution. First, the excess return increases with the 
number of stocks, but from a given moment the return becomes purely theoretical, for 
the reasons mentioned earlier (manage-ability, digressive success factor). Second, the 
former theoretical reasoning assumes smooth evolution and regular correlation between 
shares and calculates return, all other things remaining unchanged. In reality, situations 
may occur where return is negatively influenced by big swings, by non-reversing trends, 
which inevitably will occur. For example. If only one of the shares moves several times In 
one direction, then to move several times in the other direction, while all the other 
shares remain unchanged, at the end of the road you are loosing (but of course, if also 
the other shares start moving In those directions, you will end up gaining again). 
Although fluctuations between stocks are the feeding of the system, sufficiently negative 
correlation over the longer range - as opposed to wild swings and positive correlation - Is 
required to gradually construct the desired excess return. 

|:nm-M>4roDio3i T hafs why stock selecting and diversification remain crucial, as well as the 
build In limits to contain the impact of unavoidable, hectic situations. 

fofl4j4^rooi04i T he method also comprises a series of reporting functions, enabling self- 
learning through the in-build variance analysis of the different actions. Also, simulations 
and what-if scenarios can be worked out by feeding the system with estimated future 
share prices, based on a chosen scenario (continued moving average; reverse trend; 
random). 

ptmj^fnoiosi A fter the selection of the qualifying stocks (gs_explalned l otcr in § 00136 a 
omj ohPrein after^ . the program manages the portfolio and keeps track of the price and 
volume changes. Including: 
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taaaamaiflfiL- dally/weekly/periodical follow up of share prices of the selected stocks 
fsSiifflflSifiZi.- relative price comparison and formulas 
fogHWrOQiPfll - calculate impact of buy/sell actions and formulas 
£S@4i&ttQOios3_- calculate return and variance analysis and formulas 
£fiSii21[fiflil0L.- calculate transaction costs 

£flfiiJS3£Qfiilll_as explained in the following detailed spreadsheet equations. Usage is 
made of a simplified example, comprising only four shares (columns) -and only two 
trading periods (lines), In order to facilitate and shorten the required description. Several 
functions are displayed hereafter in their simple basic version, without further 
automation or integration, which Is the purpose of subsequent development. , 

£fi6i423[flfiii21_The first part of the spreadsheet contains the portfolio management 
program (nG..3) as explained hereafter. 

(Columns A up to D): input of the daily closing stock prices of stocks A, B, C and D. 

(Column E): date. 

(Columns F up to K) 

= +F6*($A5/$A6/(B5/B6)) 

calculates the relative price spread for each stock combination (six possible combinations 
in this example: stock A with a, A-C, A-D, B-C, B-D and C-D). The spread is calculated as 
compared to the spread of the previous day and accumulated until It exceeds 15% 
(meaning outside the range of 0.85-l.i5). As soon as the 15% limit is reached, the value 
of the related cell needs to be reset to 1. The excel function for conditional formatting Is 
used to highlight when the trigger limit has been reach for any combination of stocks. 
The following cells (L up to O) keep track of the number of shares In each stock. Either 
the number of shares Is retrieved If there is no action. Input manually, or the number Is 
recalculated by swapping the sold and bought quantities. Formulas depend on chosen 
criteria (sell half like In the example, sell all, or otherwise; sell but not buy all, etc.) and 
can be completed to limit the number of multiple transactions. 

Conditional formatting of the Excel spreadsheet can be used to build in alerts that flash 
as soon as the quantity of shares falls outside a predefined range (set at minimum '/4 of 
the initial quantity and maximum 2.5 times the Initial quantity). 
Columns L =+ARRONDI(+L6/2;0) 

Half of the shares of stock A will be sold, as the spread of A compared to another share B 
exceeds 15%. 

The Excel function for conditional formatting is used to highlight whether the stocks can 
still be traded (if the value remains within a given range of upper and lower limits, either 
In $ or in number of shares). 

General remark on the Excel formula; the program Is originally written with the French 
version of l^lcrosoft Excel (ARRONDI = ROUND), 
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Columns M =+M6+ARRONDI(+$L6/2*$A5/B5;0) 

Additional shares of stock B are bought for the amount processed through the sale of 
shares of stock A. In other situations, processed amounts may have to be shared to 
purchase more than one stock; or also processes may come from different shares; in 
each case the formula Is different In order to always match processed sales amounts with 
purchased amounts. 
Columns N = +N6 

Kio action for stock C, as all the spreads remained within the 15% linpit. 
Columns 0 = +06 

No action for stock D, as all the spreads remained within the 15% limit. 

(Column P) 

=+SOMME(L5:05) 

indicates the total number of shares held, for Info. 
(Column Q) 

=+L5*A5+M5*B5+N5*C5+05*D5 

calculates the market value of the actual portfolio, multiplying the quantities of shares 
held in each stock by Its most recent market price. 
(Column R) 

»-(+A5*L$7+B5*M$7+C5*N$7+D5*0$7)+Q5-(U5-U$7) 

calculates the excess return, comparing the market value of the actual portfolio with the 
market value of the Initial portfolio (constituted with the number of shares held In each 
stock at the start), Including the change in cash position. 
(Column S) 

=+A5*L$7+B5*M$7+C5*N$7+D5*0$7 

calculates the value of the Initial portfolio (not Including cash position), multiplying the 
initial quantities held In each stock by its most recent market price. 
(Column T) 
»+R5/(S$7-U$7) 

calculates the percentage of the excess return, relative to the initial capital employed 
(shares + cash). 
(Column U) 

c=Q5-(+A5*L6+B5*M6+C5*N6+D5*06)+U6 

calculates the change in cash position of the day, multiplying the dally change In 
quantities in each stock by its recent market price. This column also contrt)ls the 
completeness of all the sell and buy actions (change in cash should be zero, unless a 
cash portion is deliberately Invested or divested; the outcome can also be slightly 
different from zero due to rounding). 
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£S9iiffliaaiiaL.The following cells (V up to AG) analyze the different types of variances 
that occurred, by Isolating the effects of price, mix, volume and capital gain from each 
other (FIG..4). 
(Column V) 

=+L$7*(A5-A$7)+M$7*(B5-B$7)+N$7*(C5-C$7)+0$7*(D5-D$7) 

calculates the "price variance", comparing the most recent market price of each stock 

with the initial price paid for the stock at the start. 

(Column W) 

=+Z5-V5-Y5-X5 

calculates the "mix variance" by difference, comparing the calculated total variance (= 
total return) with the calculated variances of price, mix and volume. 
(Column X) 

=+A$7*(L5-L$7)+B$7*(M5-M$7)+C$7*(N5-N$7)+D$7*(05-0$7) 

calculates the "volume variance", comparing the actual number of shares held In each 

stock with the initial number of shares held In that stock, valorized at the initial price paid 

for the stock at the start. 

(Column Y) 

=+((L5<L6))*(A5-AB5)*(L6-L5)+((M5<M6))*(B5-AC5)*(M6-M5)+((N5<N6))*(C5- 
AD5)*(N6-N5)+((05<06))*(D5-AE5)*(06-05)+Y6 

accumulates the capital gains, calculated each time a stock is sold, by multiplying the 
number of shares sold In each stock by its price appreciation (difference between price 
sold and average purchase price of a stock), 
(Column Z) 

=+L5*A5-L$7*A$7+M5*B5-M$7*B$7+N5*C5-N$7*C$7+05*D5-O$7*D$7-(U5-U$7) 

calculates the "total variance", being the total return of the portfolio, comparing the 

market value of the actual portfolio with the value of the initial portfolio (constituted with 

the number of shares held in each stock at the start). Including the change In cash 

position. 

(Column AA) 

=+Z5/(S$7-U$7) 

calculates the percentage of the total return, relative to the initial capital employed 
(stocks +cash). 
(Columns AB up to AE) 

=+((L6*AB6+(L5-L6)*A5)/L5)*(L5>L6)+AB6*(L6=L5)+AB6*(L5<L6) 
recalculates the average purchase price of a stock, stock A In this example, weighting the 
number of shares already held and the newly bought shares at their respective purchase 
prices, each time that stock A Is purchased. 

(Column AF and AG): Input of daily stock mari<et Index, Dow and NASDAQ In the 
example. 
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fe63^rooii4i The following cells (AH up to AO) summarize which parts of the return are 
due to either chance, index evolution or generated by the "method" (FIG.^5), 
(Column AH) 
=+AA5-T5«AI5 

specifies which part of the portfolio's YTD return Is due to ''chance", after isolating excess 
return and market Index from total return. This represents In fact the ''stock picking" 
element, knowing that the evolution of the limited number of stocks held in portfolio will 
differ from the broadly gauged market index, such as S&P 500 average, NYSE or 
NASDAQ* 
(Column AI) 

=+(AF5/AF$7*3+AG5/AG$l*2)/(4)-l 

specifies which part of the portfolio's YTD return is due to "Index", calculating the 
evolution of the stock market. In the example, the Index is weighted evenly between 
Dow and NASDAQ, two of the stocks held in portfolio being quoted on NYSE and two 
others on the NASDAQ. 
(Column fij) 
=+T5 

specifies which part of the portfolio's YTD return Is due to the ''method", In fact the 

excess return. 

(Column AK) 

=: +AJ5+AI5+AH5 

total YTD percentage return, summing up the influences of chance, index and method. 

(Column AL) 

«+AH5-AH6 

calculates the return due to ''chance" realized in one trading period (a day, a week). 

(Column AM) 

=+AI5-AI6 

calculates the return due to ''index" realized in one the trading period. 

(Column AN) 

=+AJ5-AJ6 

calculates the return due to "method" realized in one trading period. 

(Column AO) 

= +AN5+AM5+AL5 

calculates the total return realized in one trading period. 



fflQj:354fooii5i T he next series of formulas specify the variance per stock and per day (or 
trading period), either the total variance (total gross return) or the method variance 
(gross excess return). See FIG._6. 



21 



(Column AP up to AS) 
==+(A5-A6)*L6 etc. 

calculates the dally variance for each stock by multiplying the change In share price by 
the quantities of shares held on the previous day or period. 

It Is in fact the effect of the price movements of each stocl< Individually, Ignoring volume 

changes, which will end up In the total variance, as volume changes will balance out 

(apart from possible cash movements). 

The YTD variance for each stock Is on line 4 

=+SOI^ME(AP5:AP$7) etc 

(Column AT) 

=+SOI^ME(AP5:AS5) 

adds up all individual stock variances for each day or period. 

(Column AU) 

=+SOM|viE(AT5:AT$7) 

accumulates all periods to calculate YTD variance for the total portfolio. 
(Column AV up to AY) 
=+(A5-A6)*(L5-L$7) etc, 

calculates the dally variance for each stock caused by the method, by multiplying the 
dally share price appreciation (or depreciation) by the additional (or less) number of 
shares held in the prior period. 

The YTD variance for each stock is then calculated on line 4. 

=+S01^I^E(AV5:AV$7) etc. 

(Column AZ) 

= -fSOMi^E(AV5:AY5) 

adds up ali Individual stock variances for each day or period. 

(Column BA) 

«+SOi^!^E(AZ5:AZ$7) 

accumulates ail periods to calculate YTD method variance for the total portfolio. 

fQ9j^fooii6i Finally, the following cells calculate the transaction costs (FIG..7): 
(Columns BB up to BE) 
=+ABS((L5-L6)*A5) etc. 

calculates the daily transaction amounts for each stock, multiplying the difference in 
number of shares by the market price. 
(Column BF) 
=+SOMME(BB5:BE5) 

sums up all proportional transaction costs of the day, then of all days, to calculate the 
eventual tax on stock market operations, as shown below (0.17% in this example). 
«+SOMiviE(BF5:BF$7)*0.17% in cell BF8 



22 



(Column BG) 

=+({BB5>0)*l+(BC5>0)*l+(BD5>0)*l+(BE5>0)*l) 

counts the number of buy and sales transactions in order to calculate the total fee to be 
paid, as shown below ($29.95 per transaction In this example). 
=+SOMME(BG5:BG$7)*29,95 IN CELL BG8 
(Cell BH8) 

calculates total transaction costs by summing up all paid taxes and fees. - 

=(BF$8+BG$8) 

(Cell BIS ) 

=BH$8/SOMME(BG5:BG$7) 

calculates the average cost per transaction. 

fe63^rooii7i Additionally, variances for the total portfolio and per individual stock can 
also be traced graphically, by applying the excel graphs to the different fields mentioned 
above. 

ffl03^rooii8i A word on research. The disclosed program has been applied to test 
different scenarios and real situations. Historical research has been done for different 
portfolios with 4, 6, 8 and 12 different stocks, In different combinations and with different 
variables, over the last 20 years. The check is certainly not foolproof, but the outcomes 
seem to confirm the validity of the system, as they also unveil shortcomings, like In case 
of exceptional situations (wide spreads, Inertia, long runs, fewer shares) that can disturb 
the regularity. Increase risk with higher or lower returns than those demonstrated In the 
financial reasoning. 

Testing also indicated that the best results were achieved with carefully selected stocks, 
as explained In the following paragraphs. 

fQQjr36irooii9i Initially selecting stocks is a crucial step, as it will not only determine the 
total return of the port:follo, but also the excess return that can be achieved with the 
disclosed method. An additional program has been developed for stock feeding, as 
explained in the next pages. Although the disclosed portfolio management method can be 
applied for any kind of portfolio with any kind of assets, the Inventor has given 
preference to publicly traded stocks that fulfill the following conditions (qualitative and 
quantitative): 

fQQjrCTfQ6i20i Qualitative; 

- Companies to last, having established businesses, products and markets, often market 
leaders In their major product lines. 
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- Irreproachable management and corporate governance, sound accounting rules 
(respecting scrupulously and explaining clearly the application of US GAAP or IFRS 
standards), understandable structure and strategy. 

fQ64-3B^roQi2n Q uantitative: 

- Value creators. Although it Is Impossible to calculate the intrinsic value of a share (there 
Is always some combination of growth rate and growth period, which are impossible to 
predict), future free cash flow FFCF, and economic value added EVA, are used as the best 
indicators of the value of a stock, 

- Correctly priced (measured by price-to-earnlngs ratio P/E, or price-to-book ratio P/B, or 
price-to-earnlngs growth ratio PEG), 

- Depending on what guesses of rate and growth you made, you can convince yourself to 
pay any price ( B urton MolkicI, rcfGrcnco § 001) . Again, the system prevents from doing 
so, obliging the Investor to remain within a delimiting framework, 

- Low indebtedness (more long-lived safety). 

- Substantial market capitaiization (to add to risk diversification and to assure timeliness 
trading; as an example, a selection of 8 a 12 stocks of the S&P 100 could do and, as a 
rule of thumb, minimum $ 2.5 billion). 

fe03^rooi22i Each of these conditions correspond with the investment philosophy that 
goes best with the system (good value, low risk, long term, don't overpay). The reasons 
for choosing these parameters and the way of combining them are explained In the 
following excel program (FIG,.8). 

feQ3^94roDi23i Each line relates to a company, while the colunrins contain the following 
data or formulas. Line 2 Is reserved for a theoretical, Ideal company. Values of line 2 can 
be adapted for specific conditions and to serve as a benchmark for the evaluation (P/E 
and D/E) of the real companies. 
(Column A): company name 
(Column B) 

= (100*(C3<-2)+10+10*(C3<(C$2+0,001))+10*(D3>(D$2-0,001))+10*(E3>(E$2- 

0,001)))*(M*C3/100)*(((D3-(2*D3)*(D3<0))/8)+(l+G3/100))*(l-0,6*(E3<- 

50)+E3*(E3>-50)/100)/100 

calculates a bird's-eye- view Indicator from zero to 10000, weighting a selection of the 
different parameters calculated hereafter. A low range (0, 1 or 2) means that the 
company fulfils all or almost all of the required conditions to be selected as a feasible buy 
(as opposed to a high or negative range). 

Selection and weighting can also be adapted for situations, and can be combined as in 

the example; 

EVA lower than -2% 
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P/E higher than 12, benchmark value of cell D2 
D/E higher than 20, benchmark value of cell E2 
(Column C) 

=(+O3-M3+L3*0,65-(+W3*0,13+Y3*0,05*{Y3>0)))/(V3-(Y3)*(Y3<0))*100 
calculates the percentage economic value added (according a main metric branded as 
EVA"™, by the US consulting firm of Stern Stewar t, rQfcrcncc § 0 96). It calculates the 
value created, as the difference between net operating profit (corrected for interest) and 
the cost of capital. For our purpose, the application has been generalized, with equity 
cost set at 13% and debt cost after taxes at 6% (parameters to be adapted when 
circumstances change). 
(Column D) 
=R3/(03/Q3) 

Calculates P/E, price earnings ratio, dividing recent stock price by earnings per share. 

(Column E) 

=100*Y3/W3 

Calculates D/E, debt to equity ratio, dividing net debt by equity. 

(Column F) 

=+R3*Q3/W3 

Calculates price to book value, dividing total market value by stockholders' equity, 
(Column G) 

=(-100+{100*R3/(S3)))*(R3>0)+10000*(R3<0) 

The premium paid today, as the percentage difference between recent price and the 
calculated value (Column S). 

(Column H up to N): input of financial data from the most recent (annualized) income 
statement, respectively: net sales; operating income; other income; interest Income; 
interest expense; exceptional (incL non-recurrent Items, Income from discontinued 
operations, effect of change In accounting and other extraordinary items), taxes, 
(Column 0) 

=I3+K3-L3+M3-N3+J3 

calculates net Income. 

(Column P): Input of depreciation. 

(Column Q): input of number of shares (diluted). 

(Column R): input of recent share price. 

(Column S) 

=0,75*(T3+2*y3)/(l+2*(U3>0)) 

weights the values calculated in column T and column U, by applying a % security margin 
and by giving a higher weight to the more precise calculation imported in column T. 
(Column T) 
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=(5*(O3-M3+L3*6S%+P3-Z3)+{(I3-N3)*((({O3-M3>/(V3-Y3*(Y3<0))))>0,085)*{l- 

(0,05/((O3-M3)/(V3-Y3*(Y3<0))))))/(0,l-0,05)+(((I3-N3)/0,l))*((((O3-M3)/(V3- 
Y3*(Y3<0)))<0,085)))/Q3 

Calculates the value of the stock by weighting the different selection criteria. 
(Column U) 

Input of the value in terms of future free cash flow, as calculated by the valuation disk of 
McKinsey (rofcrcncc, g OOG) . If not available, this value Is neutralized in the other 
formulas. 

(Column V up to X): input of financial data from the most recent balance sheet, 
respectively: net assets, equity, provisions. 
(Column Y) 
=V3-W3-X3 

calculates net debt, as the difference between net assets and equity + provisions. 
(Column Z): input of average capital expenditures for plant, property and equipment (for 
example, the average of the last 3 years). 
(Column AA): input of dividends paid. 

(Column AB up to AE): additional company Information, respectively; listing, reporting 
year , dosing month, corporate governance indication. 

(Column AF up to AJ): expresses the value of the company in Its different components, 

compared to the share price: 

(Column AF): stock-listing symbol. 

(Column AG) 

«+$W2/$Q2/$R2*100 

compares equity per share and share price. 

(Column AH) 

=+$V2/$Q2/$R2*100 

compares net assets per share and share price. 

(Column AI) 

=+$H2/$Q2/$R2*100 

compares net sales per share and share price. 

(Column AJ) 

=+$I2/$Q2/$R2*100 

compares operating result per share with share price. 
(Column AK up to AP): expresses the following cash flow ratios: 
(Column AK) 

=(+O2+P2+L2*65%-Z2-M2)/$Q2/$R2*100 

calculates the yeariy future free cash flow and relates it to the share price. 

(Column AL) 

=+U2/R2*100 
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compares the future value with the actual share price. 

(Column AM) 

=+AL2/AK2 

relates the future cash flow to the yearly cash flow. 

(Column AN) 

«100/AK2 

as a P/E expression, relates price to yearly free cash flow. 

(Column AO) 

=+AK2/AH2 

expresses yearly free cash flow as percentage of net assets (in fact the profitability of 
the assets used, In terms of free cash flow), 
(Column AP) 

=(AH2-AG2-($X2/$Q2/$R2*100))/AK2 

compares financial debt with yearly free cash flow (In fact, the number of years required 
to reimburse creditors), 

(Column AQ up to AW): follow up the evolution of the stock price, and determine when 
the stock becomes a buy opportunity: 

(Column AQ): Input of the share price at the beginning of the observation period. 
(Column AR): retrieves the actual share price. 

(Column AS): calculates the percentage price change since the beginning of the 
observation period. 

(Column AT and AU): Input of the two years highest and lowest prices. 

(Column AS): 

=+(AU3'fAT3/24-S3)/3 

calculates a strike price, taking the average between lowest price, half of the highest 
price and target price. It applies a pragmatic approach, trying to buy at the lowest or at 
target, and not paying more than 50% of the highest. 
(Column AS): 
«-(AV3-R3)/AV3 

calculates the percentage over or under-evaluation of today's share price. 

pft4j^rQQi24T Let's now take the outcomes on line 3 for the company Johnson & Johnson 
(JNJ). 

t6Q^roQi25i T he result for JNJ can be summarized by looking mainly at columns B and 
AS: a very good rating of 1, as the result of high profitability, no debt and reasonable 
valuation; but the share price Is rather expensive and 28% from strike price. 
teQj^roQi26i T he results of company Centex (CTX) on line 4: very good rating of 0, with 
high profitability, low debt and good value; it was a buy before the share price doubled 
since the beginning of observation period. 
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mm^\m27] with this additional program, the analysis of a 10-Q or 10-K report can be 
limited to about 15 minutes data Input work and the selected companies can be followed 
up by checking the stock price from time to time. A reserve of stocks can be constituted 
and the market prices followed up, to prepare for future Investing. 



